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REBUTTAL TESTIMONY OF
KEITH G. PARNELL

FOR
MIDLANDS UTILITIY, INC.

1

2
3
4
5
6 DOCKET NO. 2004-297-S
7
8 Q. Please state your name, business address and your affiliation with the

9 applicant Midlands Utility, Inc. (Midlands)

10 A. Keith G. Parnell, 816 East Main Street, Lexington, South Carolina 29072. I am

11 the President and Operations Manager for Midlands. I am also Operations Manager for

12 Development Service, Inc. (DSI) and Bush River Utilities, Inc. , (Bush River)

13 respectively.

14 Q. Mr. Parnell, what is the purpose of your rebuttal testimony?

15 A. The purpose of my rebuttal testimony is to address certain questions raised by the

16 Office of Regulatory Staff witnesses.

17 Q. ORS witness Dawn M. Hipp makes certain recommendations concerning

18 Midlands' future compliance with the regulations of the South Carolina Public

19 Service Commission. Does Midlands have any objections to complying with Ms.

20 Hipp's recommendations?

21 A. First, allow me to point out that Midlands has already begun to comply with the

22 recommendations proposed by Ms. Hipp in the dockets for DSI and Bush River. For

23 instance Midlands has updated its billing form to include a reference to the applicable

24 rate schedule in compliance with the regulations of this Commission. In addition,

25 Midlands has stated its office hours clearly on its billing form, will change its telephone

26 emergency identification and has submitted an updated authorized utility representative

27 form. Currently our certified public accountant is changing our chart of accounts to
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Mr. Parnell, what is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to address certain questions raised by the

Office of Regulatory Staff witnesses.

Q. ORS witness Dawn M. Hipp makes certain recommendations concerning

Midlands' future compliance with the regulations of the South Carolina Public

Service Commission. Does Midlands have any objections to complying with Ms.

Hipp's recommendations?

A. First, allow me to point out that Midlands has already begun to comply with the

recommendations proposed by Ms. Hipp in the dockets for DSI and Bush River. For

instance Midlands has updated its billing form to include a reference to the applicable

rate schedule in compliance with the regulations of this Commission. In addition,

Midlands has stated its office hours clearly on its billing form, will change its telephone

emergency identification and has submitted an updated authorized utility representative

form. Currently our certified public accountant is changing our chart of accounts to



1 correspond with NARUC requirements. The ORS auditors have been thorough in their

2 efforts to work with us at Midlands, Bush River and DSI in response to our rate increase

3 applications. Their recommendations have been helpful.

4 Q. Ms. Hipp raises a question as to whether the appropriate interest has been

5 credited to the customer's deposits. How would you respond?

6 A. This Commission has changed the interest to be charged customer accounts to

7 3.5% effective January 1, 2004 whereas prior to that time, deposits bore interest of 8%.

8 Ms. Hipp recommends that we review deposit customer accounts, and ascertain the

9 correct interest due on such accounts and adjust the accounts or refund any balance due

10 our customers. This recommendation is reasonable and we accept its terms. We would

11 urge that the 3.5% rate is still too high for current market conditions and we hope further

12 relief in an interest reduction tied to a published index will be soon adopted.

13 Q. Ms. Hipp recommends a bond in the amount of $350,000.00. Does Midlands

14 accept the ORS bond requirement as reasonable?

15 A. No. We acknowledge and accept this Commission's ruling in the previous rate

16 case involving DSI that a minimum bond of $100,000.00 is necessary by statute.

17 Midlands is struggling and making every effort to comply with the regulatory

18 requirements of the DHEC and this Commission. It is still unclear and at what cost such

19 a bond can be obtained. Our insurance broker does not and will not write such a bond.

20 My brother and partner C. Ken Parnell and I both have pledged all our assets to the bank

21 as security for the wastewater treatment facility upgrades required by Midlands and Bush

22 River. Last, we have pledged our assets in the surety bond currently on record with this

23 Commission. We must respectfully urge this Commission to waive a bond in excess of a

24 minimum amount.
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1 Q. Next, Ms. Hipp recommends that Midlands conduct a review and analysis of

2 all charges for disconnect notices. Are you prepared to comply with this

3 recommendation?

4 A. Of course, we will review any charges assessed for disconnect charges and make

5 the necessary adjustments for overcharges of these amounts on our customer's accounts

6 in accordance with the regulations of this Commission.

7 Q. Ms. Hipp recommends that Midlands maintain its books and records for

8 sewer operations in accordance with the NAURC uniform system of accounts. Is

9 Midlands prepared to comply with this recommendation?

10 A. Yes. As previously stated, we have changed our chart of accounts for Bush River

11 and DSI to the NARUC system already. Midlands will be updated with respect to the

12 end of its fiscal year. However, I would point out that with respect to certain accounting

13 principles such as depreciation, the NARUC system of accounts is very flexible. NARUC

14 would permit the Commission to accept Midlands' depreciation recommendations since

15 the provisions for depreciation recognize the variables and issues of changes which

16 require shorter depreciation schedules. Ken Parnell will address the depreciation

17 schedules appropriate for the plants and equipment used and to be upgraded.

18 Q. Ms. Hipp recommends that Midlands separate collection only charges from

19 outside treatment provider charges on its billing to provide clarity to its customers.

20 Will Midlands accept this recommendation?

21 A. Yes.

22 Q. Ms. Hipp objects to the proposed increase in tap fees. Are the requested

23 increases in tap fees justified?
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1 A. Yes. We have furnished adequate information justifying the increase to tap fees.

2 We believe the ORS auditors have sufficient basis to support Midlands' need for

3 increased fee charges which have not been increased since my family has owned these

4 three companies. In addition, we are confident the necessity to increase the tap fee for

5 the recapture of plant investment is justified and is of benefit to our existing customers.

6 Q. Mr. Parnell, do you have a response to any of the direct testimony given by

7 Mr. Roy Barnette of the ORS audit staff.

8 A. Yes. Actually, we think Mr. Barnette is a very accomplished and pragmatic

9 auditor. Independent of his capabilities, we do not agree with all of the adjustments in his

10 report. Many of the adjustments deny necessary revenue which is known and measurable.

11 For instance, requiring Midlands to amortize its legal and other professional rate

12 expenses for this filing over five years rather than three years is unfair and unrealistic.

13 Obviously the five years penalizes the company for not seeking rate increases more often.

14 Furthermore, in spite of the fact that we have fully cooperated with the ORS and have

15 provided it with the documentation it has requested, ORS Staff has made many

16 judgments disallowing cost recoveries for lack of justification. Moreover, much has been

17 said through testimony recommending that our three utilities should be merged. In point

18 of fact, we have assigned and allocated equipment and costs internally as if merged;

19 however, according to Mr. Barnette's report many items are repeatedly adjusted and

20 disallowed as inappropriate with resulting adjustments.

21 Q. Mr. Parnell, do you have additional specific responses to Mr. Barnett's

22 testimony?

23 A. Yes. There are a few adjustments that really need consideration more in favor of

24 Midlands. In adjustment P3 of Mr. Barnett's testimony, line 14, page 6, ORS determined
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1 that no salary increase for officers were given during the test year and therefore no

2 adjustment was proposed. The $19,808 in question is intended as compensation for my

3 brother Ken Parnell. He has put in substantial hours attending meetings, helping with

4 loan matters, planning and engineering expertise. It is not right that he is disallowed this

5 salary amount. He has saved our customers significant dollars through his participation

6 and contribution to Midlands and our other sister companies. He should not be expected

7 to donate his time?

8 Q. Do you have further issues relative to Mr. Barnett's adjustments?

9 A. Yes. Mr. Barnett's testimony adjustment ¹5, line 20, page 6, proposes to reduce

10 08cM expenses by disallowing a total of $16,692 shown in audit exhibit A-2 from

11 operating and maintenance to capitalization. Realistically this should remain on expense

12 category since our operating history reflects at least that amount or more yearly in

13 breakage to plant and equipment.

14 Q. What other issues would you address?

15 A. Mr. Barnett is unwilling in his testimony to recognize the payable due to DSI in

16 the amount of $27, 120. Midlands operates and maintains two pieces of equipment owned

17 by DSI, a backhoe and a generator. Both pieces of equipment are necessary to the

18 operation of a sewer system such as ours. Midlands operates DSI's 420D backhoe 95%

19 of the time and operates DSI's XQ125 generator 100% of the time. The weekly, monthly

20 or annual rental from any commercial company leasing this equipment would more than

21 exceed the agreed upon value established between Midlands and DSI. In fact, Blanchard

22 Machinery, one of the two providers with whose prices we are familiar, quotes a monthly

23 rental of DSI's backhoe of $1,500.00 a month and a monthly rental of DSI's generator of

24 $2,625 per month. I would point out that the same amount of $27,120 was a receivable
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operating and maintenance to capitalization. Realistically this should remain on expense

category since our operating history reflects at least that amount or more yearly in
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the amount of $27,120. Midlands operates and maintains two pieces of equipment owned
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operation of a sewer system such as ours. Midlands operates DSI's 420D backhoe 95%

of the time and operates DSI's XQ 125 generator 100% of the time. The weekly, monthly

or annual rental from any commercial company leasing this equipment would more than

exceed the agreed upon value established between Midlands and DSI. In fact, Blanchard

Machinery, one of the two providers with whose prices we are familiar, quotes a monthly

rental of DSI's backhoe of $1,500.00 a month and a monthly rental of DSI's generator of

$2,625 per month. I would point out that the same amount of $27,120 was a receivable
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1 due DSI from Midlands which was disallowed in the DSI order of the Commission. We

2 will seek reconsidered by the Commission on a timely basis. DSI purchased the

3 equipment and benefited Midlands' customers. Since a tax credit could be obtained by

4 DSI's federal tax status, it was worth approximately $100,000 to revenue. Please see

5 Exhibit 1 attached showing a quotation from Blanchard Machinery of $1,500 per month

6 for the rental of a 420D backhoe and a quotation from Blanchard Power Systems of

7 $2,625 per month for 200 hours usage of a XQ125 generator. Also included in this

8 exhibit please find Blanchard's current machinery rental price list.

9 Q. What are the next items in Mr. Barnett's testimony disallowed but

10 nevertheless justified by Midlands as appropriate expense?

11 A. In Mr. Barnett's adjustment ¹18, line 13, page 10, ORS proposes an adjustment to

12 professional fees for legal consulting and specific attorney fees paid during the test year.

13 Specifically ORS removed $47,464 in legal fees suggesting that the reasons for the

14 services pertained to the 208 Plan Amendments or for services outside of the test year

15 dealing with litigation. The fees totaled $163,463. We believe the disallowed amount

16 was legitimate by Midlands as an expense since the first 208 amendments benefited

17 Midlands and its customers. By our actively pursuing the 208 amendments, we obtained

18 some assurance that the capital outlays we are asking this Commission to approve will

19 not be taken away by DHEC's insistence that smaller dischargers tie to regional facilities,

20 We believe the $47,464 is a small price to pay to protect the two million dollar plus

21 investments we now have asked this Commission to approve. We also litigated with the

22 City of Cayce to avoid paying the difference between the outside rate and 150% of the

23 inside rate since the year 2000. We calculate this difference could lead to a possible

24 liability to Midlands of greater than $300,000.
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1 Q. Mr. Parnell, do you object to Mr. Barnett's treatment of interest expense?

2 A. The ORS adjustment ¹33, line 10, page 15, proposes an adjustment to interest

3 expense of $32,756. ORS apparently now allows for an appropriate interest expense after

4 Midlands facilities are built. However, this adjustment over inflates the operating margin

5 during construction which eliminates interest and depreciation required during

6 construction. We simply cannot build the upgrades out of pocket without sufficient

7 income to service the borrowed funds both during and after construction. Obviously that

8 is part of the whole phase in of increases in rates.

9 Q. Generally, what are the major problems with the adjustments shown?

10 A. The ORS Staff appears to make adjustments and disallowances according to

11 NARUC and other guidelines which do not constitute law but rather call for judgment as

12 to appropriate expenses, cost and allocations. These adjustments deprive us of sufficient

13 revenue. The rates which we have requested are documented with known and

14 measurable evidence. Midlands requires substantial rate increases with a resulting

15 substantial operating margin necessary if Mr. Barnett's testimony and exhibits with

16 adjustments are confirmed without recognition of our revenue and expense issues

17 testified to here.

18 Q. Does. this complete your rebuttal testimony?

19 A. Yes.
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construction. We simply cannot build the upgrades out of pocket without sufficient
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A. The ORS Staff appears to make adjustments and disallowances according to

NARUC and other guidelines which do not constitute law but rather call for judgment as

to appropriate expenses, cost and allocations. These adjustments deprive us of sufficient

revenue. The rates which we have requested are documented with known and
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TERMS

CUSTOMER

SIGNATURE

F O.B ALLOW DAYS FOR

DELIVERY FROM ACCEPTANCE DATE

DATE OF

ACCEPTANCE

TOTAL

SALES

REPRESENTATIVE

th/WITt: f »ctnrnorc YCI I AI/M - I:ila PiirJK - t'olrsc Ptsrrrr cr rttztiv

FEB-17-2005(THU) 09:16 BLANCHARDRENTAL SERVICES (FAX)803 754 7368 P. ee2/002

t H [I
Rental I
sto RE, I

1-800RENTCAT

SUMMERVILLE El

GREENVILLE CI

DATE

COLUMBIA

MYRTLE BEACH 13

,:9-q--D5

0 UOTATION
COMPANY

A'nENTION

CITY/STATE/ZIP

.PHONE
( )

TAX
EXEMPT YES L_I NO {:3

LITERATUREATTACHED

t REQUESTEDBY

Th_nk you for allowl_ usto submit I_e followingquolelion.The i_rlco_are Itrrn lotone month (30 d3ys) fromde[e of quolation,unlessoll_twlso spoctfied.

QUANTITY DESCRIPTION UNIT PRICE PER

"-PILL% LIl:t_tI;_J('--,

TERMS ;F.O.B

CUSTOMER DATE OF

SIGNATURE X ACCEPTANCE

,_boo
,_i_L,_. °°

ALLOW DAYSFOR
DELIVERYFROMACCEPTANCEDATE

TOTAL
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PRICE

/'/30/3, L._

SALES
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tAll-liT= _ P,,¢tnm_,r= VI=II N_AI- I=il,, PiNk' - g_l_ #pnrm_¢,nfmtittp



Feb 17 05 02t43p Chet Hastings 803-782-7747

BIG d
POWER SYSTEIHS

February l7, 2005

Midlands IJtility

8 l 6 Fust Main St.
I.cxington. SC 29072

ATTN: Kcith Curncll

(803) 513-8683 Phone

(803) 77 l-80 lO Fax

Blunchard Power System» is plea»ed to olTcr the lollowing quote for your consideration:

Rental ol'(I) Caterpillar Model XQI25 diesel
Powered gcncrator sct rated !25kw prime power
At 277/480 VAC, 3 phase, 60 Hz capable ol'

Producing l 60 Amps pcr phase.

$875/wcck/50 hnurs nr $2,625/mth/200 hnurs

Freight Total $350/delivery/pick-up

Quote does not include applicable state and local taxes.
l.lourly overtime is l/50 of the base rale. Base Rate allows; IOhrs, Pcr day. 50 hours Pcr wcck. or 200 hrs. Pcr month
Total charges (base rate plus over-time) wrll not cxcccd two timos thc hase rato {unlimited u»c rate)
Fuel dolivcry can bc arranged and turn-keyed on a daily basis by Blanchard Power at $3.00 pcr gallon
A refueling charge of $2.50/Gallon will apply if unit is returned low

This quote is valid l'or 30 days and availability is subject to prior rental or sale.

Mr. Carnell, thank you for this opportunity, Please give me a call if you have any questions or concerns with this quote.

Sincerely,

Chet Ha»ting
Power Systems Rental Solutions Provider
PH: (803) 79I-7IOO
Cell: (803) 5 I3-8 l 74

Feb 17 05 02:43p Che_ Has_img 803-782-77_7 p.l

Blancluird
POWER SYSTEMS

February 17. 2005

Midlands Utility

$16 East Main St.

Lexington, SC 29072

ATTN: Kclth Carncll

(803) 513-8683 Phone

(803) 77 I-gO tO Fax

Blanchard Power Sy.qtcms is pleased m niter the ['olIowlng quote for your consideration:

Rental of(I)Caterpillar Model XQ 125 diesel

Powered generator set rated 125kw prime power

At 277/480 VAC, 3 phase, 60 Hz capubh: of

Producing 160 Amps per pha_c.

S875/week/50 hours or $2,625/mth/200 hours

Freight Total $350/delivery/piek- up

• Quote does not include applicable state and local taxes.

• Hourly overtime is 1/50 of the base rate. P,_e Rate allows; 10hrs. Per day, 50 hours Per week. or 200 hrs. Per month

• Total charges (ba.,;e rate plus over-time) will not exceed two timex the base rate (unlimited use rate)

• Fuel delivery can bv arranged and turn-keyed tm a daily h'aL_i,;by Blanchard Power at $3.00 per gallon

o A refueling charge ol'$2.501Gullon will apply if unit is returned low

This quote is valid for 30 days and availability is subject to prior rental or sale.

Mr. Carnetl, thank you for dlis opporluniry. Please give me a call if you have any questions or concerns with this quote.

Sincerely,

Chcl Hasting

Power S_tcms Rental Solutions Provldcr

PH: (803) 791-7100

Cell: (805) 513-8174
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